Washington report, vol. 15 no.9, April 28, 1986 by American Institute of Certified Public Accountants.
University of Mississippi
eGrove
Newsletters American Institute of Certified Public Accountants(AICPA) Historical Collection
1-1-1986
Washington report, vol. 15 no.9, April 28, 1986
American Institute of Certified Public Accountants.
Follow this and additional works at: https://egrove.olemiss.edu/aicpa_news
Part of the Accounting Commons, and the Taxation Commons
This Article is brought to you for free and open access by the American Institute of Certified Public Accountants (AICPA) Historical Collection at
eGrove. It has been accepted for inclusion in Newsletters by an authorized administrator of eGrove. For more information, please contact
egrove@olemiss.edu.
Recommended Citation
American Institute of Certified Public Accountants., "Washington report, vol. 15 no.9, April 28, 1986" (1986). Newsletters. 1083.
https://egrove.olemiss.edu/aicpa_news/1083
Al CPA Washington Report
April 28, 1986, Volume XV, Issue 9
COMPTROLLER GF
THE CURRENCY Temporary lending relief far agricultural, oil and gas banks • . . p. 1
Policy statement on Capital Forbearance........................ P - 1
GAO Public accounting audits of financial institutions.............. P - 1
SPECIAL: CPA testifies before House subcommittee
about liability insurance crisis.............................. p. 2
SPECIAL: Subcommittee continues inquiry into
"accuracy of bank financial reporting"' ...................... p. 2
The in fo rm a tio n  con ta ined in th is report has been prepared fro m  sources considered re liable, bu t its accuracy is no t guaranteed by us 
and is NOT necessarily a com plete  sum m ary o f all available materials on the sub ject. O pin ions expressed herein do no t necessarily re flect 
In s titu te  p o licy . R eproduction  o f these m aterials w ith o u t p r io r approval o f the A IC P A  is p ro h ib ite d .
COMPTROLLE R  OF THE CURRENCY
A su b stitu te  lending lim it  fo r  national banks w ith charged-off agricu ltural/ o i l  and
gas lo an s, has been cre a te d  by th e OCC as a tem porary r u le  w ith  a req u est fo r
p u b lic  comments (see th e  4/23/86 Fed. Reg., pp. 15303-05). T h is r e v is io n , 
accord in g  to  OCC, i s  intended to  p ro v id e  tem porary r e l i e f  from len d in g  
r e s t r ic t io n s  to  n a tio n a l banks which have s u ffe r e d  red u ctio n s  in  c a p i t a l  as a 
r e s u lt  o f  problem s in  th e a g r ic u lt u r a l ,  o i l  and gas s e c to r s  o f  th e  economy. In 
general, the su b stitu te  lending lim it  w i l l  be a va ila b le  only to  a national bank 
w ith  th e  aforem entioned s p e c ia l  ca te g o ry  loan c h a r g e -o ffs  i f  i t s  c a p i t a l  has 
declined and only fo r a lim ited  period o f  time. Section (b) provides the maximum 
s u b s t itu te  len d in g  l im i t  o f  20 p ercen t o f  unim paired c a p it a l  and unim paired 
su rp lu s fo r  banks whose c a p i t a l  has d e c lin e d  as a r e s u lt  o f  th e aforem entioned 
s p e c ia l  ca te g o ry  loan c h a r g e -o ffs  and p ro v id es an e x p ir a tio n  d ate fo r  the 
r e g u la tio n  1/1/93 which c o in c id e s  w ith  th e d ate  o f  te rm in a tio n  o f  th e c a p it a l  
foreb earan ce p o lic y . I t  a ls o  p ro v id es th a t  even though a bank w ith  reduced 
c a p ita l has a g ricu ltu ra l or o i l  and gas loans covered by the ca p ita l forebearance 
p olicy, i t s  su b stitu te  lending lim it  cannot exceed 15 percent o f i t s  unimpaired 
c a p ita l and unimpaired surplus as o f 12/31/85. The temporary ru le i s  e ffe c t iv e  
3/28/86. Comments must be received on or before 5/23/86. For further information 
contact Rosemarie Oda a t  202/447-1880.
In a r e la te d  m atter, th e OCC has issu ed  a p o l ic y  statem en t on C a p ita l 
Forbearance (see th e 4/23/86 Fed. Reg., pp. 13305-09). In an e x p la n a tio n  which 
accompanied the p o lic y  statement, the OCC stated: "The la s t  few years have proved 
to  be a p a r t ic u la r ly  d i f f i c u l t  p erio d  fo r  farm and o i l  and gas banks and t h e ir  
b orrow ers. Many farm ers and o th e rs  dependent on the a g ricu ltu ra l economy have 
experien ced , and con tin ue to  exp erien ce , f in a n c ia l  d i f f i c u l t i e s .  During t h is  
period, an h is t o r ic a l ly  large number o f  farm banks have fa ile d  and an even larger 
number have developed serious problems. S im ilarly , v o la t i le  energy p rices have 
adversely impacted o i l  and gas borrowers and the banks th at lend h e a v ily  to  them. 
In lig h t  o f these problems, the Comptroller o f the Currency, the Federal Reserve 
Board, and th e F ed era l D eposit Insurance C orp oration  b e lie v e  i t  a p p ro p ria te  to  
employ supervisory p o lic ie s  th at w i l l  support b a s ic a lly  sound, well-managed banks 
in  w eath erin g  what i s  expected  to  be a d i f f i c u l t  but t r a n s it io n a l  p erio d . In 
connection w ith th e ir  recent testim ony before Congress, the agencies released a 
J o in t  P o lic y  Statem ent on 3/11/86 o u t lin in g  th e se  p o l i c ie s .  A lthough the 
statement re fe rs  only to  a g ricu ltu ra l banks, i t  has been extended to  o i l  and gas 
banks by subsequent agreem ent among a g en cies ."  In th e s e c t io n  e n t i t le d  
Accounting fo r Troubled Debt Restructurings, the OCC stated  th at the Statement o f 
F in a n c ia l A ccounting Standards No. 15 (FAS 15 ), Accounting by D ebtors and 
C re d ito rs  fo r  Troubled Debt R e stru ctu rin g s , governs th e  accou n tin g  fo r  such 
r e s tr u c tu r in g s . The e f f e c t i v e  d ate  o f  t h is  p o l ic y  statem en t i s  3/28/86. For 
further information contact Alan Herlands a t 202/447-1646.
GENERAL ACCOUNTING OFFICE
A report to  a s s is t  the "assessment o f  the ro le  played by public accounting firm s in
c e rtify in g  fin a n cia l statements and performing audits o f  fin a n cia l in stitu tio n s"
has been prepared for the House Subcommittee on Commerce, Consumer and Monetary
A ffa irs , Committee on Government Operations, chaired by Rep. Doug Barnard, Jr. (D- 
GA). GAO Report GAO/GGD-86-44FS, Bank Regulation: Information on Independent 
Public Accounting Audits o f  F inancial In stitu tio n s, devotes a major percentage o f 
i t s  50 pages to  a discussion o f "regulatory accounting p rin cip les th at d i f fe r  from 
o r a re  ex te n sio n s  o f  g e n e r a lly  accep ted  accou n tin g p r in c ip le s  (GAAP)." Other 
s e c t io n s  d e a l w ith  summaries o f  re g u la to r y  a g e n cie s ' s ta tu to r y  o b lig a t io n s , 
including a section  which d e ta ils  19 "FDIC Claims Based on Accountants' L ia b i l ity  
A rising from Failad Banks and Those Which have Merged w ith  FDIC Assistance During 
the P eriod  from 1/1/80 Through 9/30/85, In c lu s iv e ."  In t h is  group "inadequate 
loan review" was c ite d  7 times as the a lleged  audit d efic ien cy  on which the FDIC 
based i t s  c la im  a g a in s t  th e a u d ito rs . In a d d itio n  to  th e 19 c a se s  l i s t e d ,  the
"FDIC has determined th at in  16 a c tiv e  liq u id ation s p resen tly  under in vestig ation , 
audit work was d e fic ie n t, and FDIC is  attem pting to  determine whether damages can 
be ca u sa lly  linked to  those d efic ien cies."  The GAO report should be a v a ila b le  fo r 
public d istr ib u tio n  th is  week.
SPECIAL: GPA TESTIFIES BEFORE HOUSE SUBCO M MITTEE ABOUT LIABILITY INSURANCE C R IS IS
'There i s  no s in g le  l i a b i l i t y  insurance c r is is  but two separate though re la te d  c r ise s :
an 'in su ran ce  c r i s i s '  d e fin ed  by th e  h ig h  c o s t  and la c k  o f  a v a i la b le  l i a b i l i t y
coverage and a ' l e g a l  l i a b i l i t y  c r i s i s '  due t o  an expansion o f  th e  d e f in it io n  o f  
l i a b i l i t y  beyond the realm o f  common sense," Dr. Robert L. Gray, CPA, Executive 
D irector o f the New York S tate  Society o f  CPAs, t e s t i f ie d  4/22/86 before the U.S. 
House o f Representatives Subcommittee on Commerce, Transportation, and Tourism. 
The Subcommittee was holding i t s  f i f t h  day o f  hearings th is  year on the l i a b i l i t y  
in suran ce problem ; th e focu s fo r  t h is  h ea rin g  was a lt e r n a t iv e s  to  t r a d i t io n a l  
in suran ce. A ddressing f i r s t  th e  "in su ran ce c r i s i s , "  Dr. Gray s ta te d , "The 
insurance industry and not the le g a l system must accept primary re sp o n sib ility  for 
th e 'in su ran ce  c r i s i s '  and th e r e s u lt in g  la c k  o f  l i a b i l i t y  coverage. W hile 
investment income has always been a facto r in  the p ric in g  o f  insurance, the cash­
flow  underwriting o f the ea rly  1980s l e f t  prudence a t  the s ta rtin g  gate. In a mad 
scramble fo r d o lla rs  to  in vest a t  h is t o r ic a l ly  high ra tes, many insurers covered 
la r g e  r i s k s  a t  b arg a in  premiums. When th e  r a te s  dropped, th e  companies were 
saddled w ith  thousands o f  major r is k s  insured a t  low p rices. They had to  make up 
th e huge in vestm en t income s h o r t f a l l .  Today's so a rin g  premiums a re  payin g fo r  
th is  mistake. These massive premium increases a lso  led  to  a s c a rc ity  o f  insurance 
fo r  thousands o f  e n t i t i e s  in  many in d u s tr ie s . T h is s c a r c i t y  r e s u lt s  from th e 
regulatory relation sh ip  th at must be maintained between an in surer's gross premium 
volume and i t s  c a p i t a l  to  h e lp  p reven t in s o lv e n c ie s . W hile premium r a te s  have 
increased sharply, the industry has not raised  enough c a p ita l to  perm it coverage 
o f  a l l  p r e v io u s ly  in sured  e n t it ie s .. .O n ly  an in f lu x  o f  c a p i t a l  o r  a drop in  
premium r a te s  can in c re a se  th e  a v a i l a b i l i t y  o f  in suran ce." To h e lp  ease  th e  
"insurance c r is is ,"  Dr. Gray recommended th at 1) i t  be mandatory th a t an insureds' 
lo s s  d ata  be a v a ila b le  to  them on a t im e ly  b a s is .  O th erw ise, i t  would be n e a r ly  
im p o ssib le  to  a s se ss  th e f e a s i b i l i t y  o f  a r is k - r e te n t io n  group, 2) th e  use o f  
jo in t  u n d erw ritin g  a s s o c ia t io n s  be in cre a se d , 3) banks and o th e r  f in a n c ia l  
in stitu tio n s  be perm itted to  insure commercial r isk s  and 4) i f  "private sources 
cannot meet th e need and soon, government must p ro v id e  an in suran ce f a c i l i t y . "  
Dr. Gray advocated th a t  a fe d e r a l re in su ran ce  program be s tru c tu re d  a lon g  th e  
l in e s  o f  th e  F ed eral R eserve System  w ith  th e company run by " ...in su ran ce  
p r o fe s s io n a ls  as th e  F ed era l R eserve i s  run b y bankers. I t  would be a b le  to  
insure a l l  r is k s  and not ju s t  those th at the insurance industry does not want to  
underwrite." I f  run on a b u sin esslike  b asis, the organization would "not become 
the u ltim ate deep pocket."
Turning n ext to  what he d e scrib e d  as th e " le g a l  l i a b i l i t y  c r i s i s , "  Dr. Gray 
sa id , "U nlike the 'in su ran ce c r i s i s , '  th e ' l e g a l  l i a b i l i t y  c r i s i s '  i s  due 
p rim arily  to  excesses in  the to r t  system." He recommended th at the doctrine o f  
jo in t and several l i a b i l i t y  "be abandoned fo r  p ro p o rtio n a te  l i a b i l i t y  e x ce p t in  
those cases where p la in t i f f s  a ct in  concert," th at " fa u lt  should be the b asis  o f  
l ia b i l i t y ,"  and th at "the RIOO sta tu te  should a lso  be modified to  e ith e r  r e s tr ic t  
i t s  use to  U.S. Attorneys dealing w ith  crim inal matters or to  a llow  i t s  use only 
a g a in s t  an in d iv id u a l or company th a t  has been c o n v ic te d  o f  a fe lo n y  r e la te d  to  
th e la w s u it ."  In co n clu sio n , Dr. Gray s ta te d , "The dual in suran ce and le g a l  
l i a b i l i t y  c r is e s  a re  a se r io u s  th r e a t  to  our economic and p erso n al w e ll-b e in g . 
W ith a con certed  e f f o r t  by a l l  p a r t ie s  in v o lv e d , we b e lie v e  th a t  a lon g-term  
solution can be found. However, we a lso  b e liev e  th at tim e i s  o f  the essence."
SPECIAL: SUBCOMMITTEE CONTINUES INQUIRY INTO "ACCURACY OF BANK FINANCIAL REPORTING"
An examination o f the adm inistration and enforcement o f  the Federal se c u ritie s  laws
for banks and savings and loan in s titu tio n s  was conducted in  a public hearing by
th e House Energy and Commerce O v ers ig h t and I n v e s t ig a t io n s  Subcom m ittee in
W ashington, D.C. on 4/24/86. T h is h e a rin g , co n sid ered  th e  second in  a s e r ie s  oy 
Committee and Subcommittee Chairman Rep. John D. D ingell (D-MI), heard testim ony 
from represen tatives o f the S e cu ritie s  and Exchange Commission and the F inancial 
Accounting Standards Board. In h is  opening rem arks, Rep. D in g e ll c h a r a c te r iz e d  
the e a r lie r  hearing by sta tin g : "At the Subcommittee's previous hearing on A p ril 
10, 1986, we re c e iv e d  testim o n y  th a t  F ed e ra l banking r e g u la to r s  may be f a l l i n g  
in to  the same trap  as the Federal Home Loan Bank Board by using accounting ru les 
to  cover up problem loans. The use o f  such accounting gimmicks in  the savings and 
loan  in d u s try  has brought th e  F ed e ra l in su ran ce system  to  th e  b rin k  o f  
in s o lv e n c y ."  Rep. D in g e ll c o n tin u e d : " L e n ie n c y  in  e n f o r c in g  a c c o u n t in g  
regulation s can present other serious consequences. The former Chairman o f the 
F ed era l D ep osit In suran ce C o rp oration  t e s t i f i e d  th a t  f i f t y  p e rc e n t o f  th e  bank 
fa ilu r e s  which occurred la s t  year were d ir e c t ly  a ttr ib u ta b le  to  management fraud. 
Without adequate enforcement and s t r i c t  accounting standards, problems created by 
o u tr ig h t  frau d  can o n ly  be exp ected  to  in c re a s e ."  Rep. Wyden (D-OR) echoed Rep. 
Dingell* s remarks and stated  th at the Federal Government had given "a green lig h t  
to  accounting alchemy."
The f i r s t  panel o f  w itnesses consisted o f  SEC Chairman John S.R. Shad, Chief 
A ccountant A. C laren ce  Sampson, Enforcem ent D ir e c to r  Gary Lynch and C h ie f 
A ccountant, D iv is io n  o f  C o rp oration  F inance, Howard P. Hodges, J r . In th e  
q u e stio n  and answ er s e s s io n  th a t  fo llo w e d  Chairman Shad's prepared  rem arks, 
Subcom m ittee Members exp lo red  th e  SEC's w orking r e la t io n s h ip  w ith  th e  o th er 
F ed e ra l bank r e g u la to r y  a g e n c ie s , SEC c i v i l  a c t io n s  and c r im in a l r e f e r r a l s  fo r  
bank fraud, and regulatory accounting p rin c ip le s  and GAAP. The Subcommittee then 
turned i t s  a t te n t io n  to  th e  accou n tin g  trea tm en t accorded Income C a p ita l  
C e r t if ic a te s  (ICC) on the balance sheets o f several savings and loan association s. 
Responding to  questions by Subcommittee Members, SEC Chief Accountant A. Clarence 
Sampson stated  th a t the recent FASB view th at ICC's are not c a p ita l would require 
a restatem ent by those fin a n c ia l in s titu tio n s  which had adopted an opposite view.
The SEC was follow ed by represen tatives o f the F inancial Accounting Standards 
Board, in c lu d in g  FASB Chairman Donald J. K irk , and D ire c to r , R esearch and 
Technical A c t iv it ie s ,  James J. Leisenring. Rep. Wyden, chairing the Subcommittee 
fo r  Rep. D in g e ll, retu rn ed  to  th e  is s u e  o f  ICC c l a s s i f i c a t i o n  and exp ressed  
concern th a t  ICC's had been c l a s s i f i e d  in  s e v e r a l in s ta n c e s  as s to ck h o ld e rs  
e q u ity . Rep. Wyden a ls o  d isc u sse d  th e  a p p l i c a b i l i t y  o f  F in a n c ia l A ccounting 
Standard No. 15, A ccoun tin g by D ebtors and C reditors fo r  Troubled Debt 
Restucturings. In h is  response, Mr. Kirk gen erally  supported the ap plication  o f 
FAS No. 15 and stated  th at FAS Statement No. 5, Accounting fo r Contingencies a lso  
applies. The Subcommittee has scheduled an ad d ition al hearing for 4/28/86.
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